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REPORT OF THE ATTORNEY GENERAL 
Pursuant to Section 708 (e) of Public Law 774, Eighty-first Congress 





WasHineaton, D. C., April 30, 1951. 


To the President of the United States of America and the Senate and 
House of Repre sentatives of the United States of America in Congress 
Asse mbled: 

I have the honor to submit a second report under section 708 (e) of 
the Defense Production Act of 1950. This report is based upon a 
survey of the operations of the Government procurement program 
since the outbreak of hostilities in Korea. The fact that this survey 
relates to the preliminary phase of our mobilization program must be 
given due consideration in an evaluation of the operations of Govern- 
ment procurement to date. During the months immediately following 
a military crisis, errors are certain to occur which may be expected to 
be corrected as mobilization proceeds. 

Our survey of current defense procurement discloses that in this 
national emergency, as during World War II, we a not as vet made 
adequate use of all our business resources, small as well as large, in 
defense production and in expanding our general economic potential. 
As a result, the base of our industrial pelulisetion program is being 
restricted and we are not taking full advantage of our opportunity for 
industrial growth. Future growth of the economy is the key factor in 
our ability to sustain a major, extended defense effort. 

During the 6 months from July through December 1950, 21.3 per- 
cent of the total dollar volume of contracts let by the military depart- 
ments in the continental United States went to small business out of 
a total procurement of approximately $6.741 billion. 

seginning with January 1951. the rate of procurement for defense 
neue increased to ap ae ately $5 billion per month from an aver- 
age of approximately $1 billion per month during the last half of 
calendar 1950. This increase makes clear that we are now moving 
into the period of greatly expanded production to meet our military 
requirements. 

In January and February 1951, the Army, the only military service 
for which statistics for this period are now available, let contracts in 
excess of $3.292 billion, or at the rate of $1.646 billion per month, as 
compared with an average rate of $483 million per month for the last 
6 months of calendar 1950. The dollar value of Army contracts gomg 
to small —- was 22.4 percent of total Army procurement in 
January and 27.6 percent in February, as compared with 34 percent 
for the last 6 eee of 1950. 

These statistics on military procurement necessarily must be viewed 
in the light of the fact that they are weighted by such contracts as 
those for tanks, guided missiles, and aircraft, which are for large 
amounts and are of the type which frequently are not adaptable 
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multiple awards in the earlier stages of production. However, these 
statistics do disclose deficiencies in Government procurement which 
can be corrected only by the introduction into our mobilization pro- 
gram of the essential element of over-all central planning, which will 
make possible considered decisions in the execution of the Nation’s 
procurement program so that we can best utilize existing and potential 
industrial capacity to meet military requirements and achieve a bal- 
anced expansion of our economy. 

The urgency which calls for the institution of a planned procurement 
program at the earliest possible time springs not only from the fact 
that lack of planning results in the channeling of contracts into a 
limited number of producers but also from the accompanying distor- 
tion which this entails in the grant of allocations, priorities, tax amorti- 
zation certificates, and other Government assistance. 

During the period between October 30, 1950, and April 6, 1951, the 
latest date for which we have statistics, approximately 8,000 applica- 
tions for certificates of tax amortization in the amount of approxi- 
mately $16 billion were filed. As of March 23, tax amortization 
certificates were granted covering facilities valued at $4,152,564,670.' 
Of the 100 largest manufacturing corporations in the U ied States, 
42 of these corporations received tax amortization certificates in the 
amount of $2,074,073,067 or approximately 50 percent of the total 
amount granted. 

Tax amortization certificates are granted for the expansion of 
production facilities. Obviously, the decision to grant or deny such 
applications can properly be made only on the basis of a complete 
analysis and consideration of existing production capac ey: There 
must be an informed basis for passing upon applications for such 
certificates if the enterprises which already dominate our industries 
are not to become further entrenched, and smaller concerns even less 
equipped to compete with them. 


I. CENTRAL PROCUREMENT PLANNING IS VITAL TO PRODUCTION FOR OUR 
MILITARY AND ESSENTIAL CIVILIAN NEEDS 


The essence of the problem with which we are confronted is that of 
broadening the base of procurement to the fullest extent possible under 
the present limited program of defense production in order that we 
may have available as producers all segments of the business commu- 
nity to meet the overwhelming demands of an all-out war. Present 
defense planning calls for an accelerating build-up of military strength. 
At the present time, about 8 percent of the Nation’s production capac- 
ity is being devoted = defense production, It is contemplated that 
the percentage of the Nation’s production devoted to the defense effort 
will increase until a peak point of 20 percent is reached during 1953 
and then recede to a level somewhat above the present. 

The planning which is essential to broadening the production base 
must accomplish two objectives. In the first place, the contracts 
which are let during the accelerating period of military build-up must 
be spread in such manner that all sizes of business may participate. 
In the second place, we must know the capabilities of the businesses 
which constitute our existing and potential industrial capacity so that 


lhis includes $2,088, 136,108 for steel expansion and $251,410,168 for aluminum expansion. 
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we may take appropriate action to insure that those businesses not now 
engaged in defense production will continue undiminished in strength 
until they are needed in a period of greater industrial mobilization. 
The attainment of both of these objectives requires the present and 
future participation of our smaller manufacturing enterprises. 

When, as now, partial mobilization is accompanied by allocations, 
priorities, and price and wage controls, it is the smaller enterprises 
which are least able to make the adjustment to such economic regula- 
tions and survive. The large diversified concerns which make many 
products are in a position to compensate for the losses which they 
sustain through inability to secure certain materials. They are able 

divert their space, manpower, and machines to the manufacture 
of other products using nonrestricted materials and continue their 
operations. The small firms have no such choice. Lacking great 
resources and the flexibility of larger, diversified concerns, the small 
manufacturers must close down. Their plight is further aggravated 
by Government controls which fetter the enterprising qu: alities whic! 
have made it possible for them to compete with larger concerns an 
earn a living. 

In the light of these circumstances, it is the smaller — 
whose production capacity should be as fully utilized as is possible 
in the build-up in which we are now engaged. Thus, if aaa ity must 
be expanded in an industry made up of 20 producers, of which 1 enter- 
prise does 80 percent of the business and another enterprise 25 percent, 
with the balance divided among the remaining 18, it would seem that 
in all but the most unusual situations the defense effort would benefit 
if the smaller firms, rather than the larger, were encouraged to expand 
their capacity. 

To the extent that it is not possible in this period of limited defense 
contracting to utilize the small producer, other provisions must be 
made to prevent his loss as a constituent element of our production 
base because this capacity will be required in the expansion of our 
industrial resources. The solution rests in inventorying our pro- 
duction potential and taking such steps as may be necessary to assure 
that the entire capacity will be available to meet future requirements. 

If business enterprises find it impossible to survive, their plant 
facilities will fail into disuse, and their pools of manpower and skills 
will be dissipated, with the accompanying dislocations that will 
felt by thousands of small communities. It is vital that we be able 
to identify these smaller enterprises in order that they may be granted 
allocations, priorities, and other Government assistance which will aid 
them in producing essential civilian goods until such time as they may 
be needed for military production. 

Nor may we ignore the fact that our plans for a gradual military 
build-up must always take into account the possibility of a sudden 
outbreak of global war and the necessity of presently establishing a 
state of industrial readiness for such an eventuality. If the Nation 
should become involved in such a conflict, the strain on our production 
resources would surpass any this Nation has ever experienced. The 
necessities of such a war would require that we marshal both the 
materials of production, including our basic resources, and our in- 
dustrial capacity for converting those materials into the products 
required for the defense effort. The marshaling of that production 
capacity will require that we make an intensive affirmative effort to 
bring the smallest producers into the domain of essential production. 
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The compilation of data setting forth pertinent facts concerning all 
potential producers of essential articles is necessary to meet such 
eventualities. Such planning would give immediate direction to the 
need for sudden acceleration of procurement, would make possible 
the placing of contracts on the shortest notice, would permit the 
creation of multiple lines of supply rather than one or a few, and would 
eliminate the utterly wasteful and delaying practice of erecting new 
capacity when unused and available capacity already exists. 

Such planning would also make a major contribution to the solution 
of one of the principal problems which plagued procurement in World 
War II: the overloading of a few large producers while other producers 
were vainly seeking orders. The development of backlogs of orders 
necessarily takes a heavy toll on efficient and rapid military produe- 
tion, with its inevitable accompaniment of bottlenecks spreading 
through the production establishment. The evils of overloading, 
which in the last war reached so great a raga s as to require sub- 
stantial decontracting, can be met only by planning and production 
scheduling based upon a careful ans alysis of total capacity. 

Addition: ully, a primi iry contribution of such programing would be 
the assistance which it would give to the strategic dispersal of military 
installations as a defense against air attack. The operation of such 
planning would result in the compilation of facts setting forth in 
detail the location of all possible producers of specific items, State by 
State, keved to the capacity, actual and potential, of each such pro- 
dueer. On the basis of such facts, the procurement agencies for 
defense would be in a position to accomplish dispersal of the lines of 
military supply by the spread of future contracts on a regional basis, 
thus minimizing concentration of such supply in target areas. 

The declaration of policy of the Defense Production Act of 1950 
calls for the promotion of our national defense, insofar as practicable, 
within the framework of the American system of competitive enter- 
prise. Central procurement programing would directly serve this 
policy by preventing the undue concentration of production and 
production facilities in the hands of a few dominant enterprise 
which it is the purpose of the act and the directives of the President 
to avoid 

In periods such as this, the injudicious use of public funds to facili- 
tate the defense effort frequently multiplies the seeds of monopoly. 
The combination of large-scale defense preparations and economic 
controls inevitably operates to lend Government compulsion toward 
economic concentration, In the absence of adequate safeguards, the 
few are awarded contracts involving large sums, and on the basis of 
these contracts they properly obtain the allocations, priorities, tax 
amortization, and other Government assistance necessary to execute 
such contracts. 

As a result, a few large enterprises acquire new capacity which fur- 
ther distorts the economy. In certain instances, circumstances may 
require major dependence upon such large enterprises, but if our pro- 
curement program is based upon central planning, the decision to 
utilize such a concern will be a deliberate one made in the light of all 
of the relevant facts and the necessities of each such situation. 

It is no answer to say that contracts awarded to large concerns result 


in extensive subcontracting, for such subcontracts are frequently let 


to subsidiaries of the larger corporations or to smaller producers which 
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are otherwise dominated. The award of contracts to large concerns 
carries with it the power to determine within a wide range which 
smaller concerns are to receive subcontracts. This unsupervised 
power, which necessarily makes the preservation of competition in- 
creasingly difficult, should be granted only in the light of all the facts 
and should constitute a deliberate governmental determination based 
upon a finding of its necessity. Only by a spread of contracts on an 
equitable basis through planning will it be possible to maintain a 
healthy competitive economy. 


ll. THE NATURE OF CENTRAL PROCUREMENT PLANNING 


Central procurement planning involves the compilation on a 
Nation-wide basis, region by region, of essential facts bearing upon all 
possible producers of items required for defense and essential civilian 
supply, including their location, plant equipment, manpower and 
avallable skills, and other data relating to existing and potential pro- 
duction capacity. The resources to be utilized in meeting the require- 
ments for Government procurement and the civilian economy would 
then be measured against our total produc tion capacity, and the results 
of such comparison would be the basis for deliberate and planned 
procedures in filling specific procurement demands. 

It is recognized that immediate institution of such over-all planning 
for the Government’s entire procurement requirements might involve 

large an administrative organization as to delay, rather than to 
expedite, procurement for our defense needs. However, a beginning 


can and properly should be made in those fields of procurement in 


which central planning is most immediately practicable. On the bas 
E the ah aa vaimed in the compilation, evaluation, and the practi- 
cal use of such factual data in those fields, thi scope ol such planning 
ind re lily be extended step by step to other areas ol procurement 


This ; evoneh instead of impeding, \ would promote the detense etfort 
by gradually broadening the base of procurement. 

If it be determined that production capacity, when measured 
against the ee procurement roqwirensess te and essential 
civilian needs for a specific product, is adequate, the pertinent facts 
assembled in re spect is the produce ers will afford a basis for the spread 
of awards over all segments of the industry, including small tirms, 

i] will avoid overloading any single concern or overcrowding any 
single defense area. Additionally, the compilation of such data will 
permit the formulation of specific standards which will be of direct 
assistance in the award of particular contracts, such as the size of the 
lots upon which producers may bid and the fixing of due dates for 
completion of the work. 

If it be determined that production capacity in a given industry 
should be expanded, if will be proper to consider the expansion oO} 
facilities in that industry and, where appropriate, to grant Govern- 
ment assistance in the form of tax amortization, allocations, priorities, 
and other benefits At this point, it will be possible to bring to bear 
the facts which have been compiled with respect to the structure of 
the affected industry, the identity and location ot the large, Tre dium, 
and small producers, together with the percentage of the business 
done by each and other pertinent facts 
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In accomplishing the basic objective of broadening the base of pro- 
curement through central planning, procurement requirements should, 
in appropriate situations, be met through multiple awards to different 
producers rather than by contracting with a single producer, notwith- 
standing that multiple awards may in some cases result in a somewhat 
higher per unit cost. Such multiple awards, based upon the use of 
complete factual data and directed toward expansion of the produc- 
tion base, clearly would be proper and justifiable under the Defense 
Production Act of 1950, as well as the Armed Services Procurement 
Act of 1947 and the First War Powers Act, 1941, as amended. 

The enterprises which would receive such multiple awards would be 
those whose production facilities are determined to be necessary in an 
accelerating and balanced defense effort. Obviously, a decision to 
make multiple awards resulting in a higher per unit cost would, in the 
absence of such central programing, be so haphazard as to be difficult, 
if not impossible, to justify. 

In the absence of spreading Government contracting over as wide 
an area as possible, the Nation’s economy faces erosion by the con- 
tinuing loss . small firms which do not participate in the defense 
effort either by way of producing for military requirements or for 
essential civilian needs. Such erosion is dangerous regardless of how 
lightly it touches the economy. If continued, the concentration of 
economic power resulting from the channeling of Government con- 
tracts into the hands of the few may well eliminate a large part of our 
small manufacturing business, and when more normal times return 
there will be no incentive to reestablish such enterprises. 

freedom to engage in one’s chosen business without unfair economic 
barriers is a fundamental right in our society. That freedom, how- 
ever, will diminish in value in future years if one must compete with 
enterprises which have attained or increased their dominance of a 
particular industry as a result of defense contracting. There simply 
will be no incentive to compete with such enterprises, for a small 
concern would be met at the outset with low-cost operations of its 
dominant competitors, which would make it difficult for a new concern 
to attract necessary capital. 

Procurement planning is not necessarily applicable to highly spe- 
cialized items of procurement such as tanks and guided missiles, until 
such time as they are mass produced. Probably the most appropriate 
beginning proce ‘dure is to effect procurement planning for the basic 
military ‘shelf items’ and then to extend the scope of such planning, 
utilizing the experience and adaptability of compiled factual data, 
into larger fields as the procurement program gains momentum. 
Even if planning proves effective only in respect to basic procurement 
items, it will yet serve to broaden the base of production and produc- 
tion facilities to an extent far beyond our present progress toward 
these objectives and will afford the know-how necessary for a wider 
use of the planning concept. 


II. CENTRAL PROCUREMENT PLANNING ATTACKS THE PROBLEM 
AT ITS SOURCE 


Central procurement planning and production scheduling meet the 
problem of broadening the base of Government procurement at its 
source. Once the needs of the Nation in this time of peril are fully 
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evaluated, the necessity of central procurement planning becomes 
inevitable. In this essential concept, it becomes apparent that small 
enterprise is not to be sought out to be subsidized or given charitable 
assistance; small business is sought out because it is a necessary part 
of the Nation’s industrial machine and must be preserved as an essen- 
tial asset for total war and the peace that will come. The weapon of 
production is both the Nation’s greatest sword and its greatest shield. 
This asset of our economy must not be dissipated. 

It is recognized that the facilities of the inefficient and marginal 
producer will not be used since it cannot truly contribute to the 
defense effort. However, an essential aspect of central planning is 
that the decision not to use such a producer will be made only after 
an appraisal of pe usefulness to the production effort. Every pro- 
ducer, marginal or not, is entitled to an evaluation by procurement 
authorities of its coninadias potential and its ability to play a rol 
in the ee program. No producer should be ae ted to 
languish in default of such consideration. 

The aclusian to the procurement problem can be achieved only by 
planning at the time that production needs are initially determined. 
For that reason, proposals for special organizational devices to aid 
small business cannot be expected to solve the problem. At best such 
devices deal with symptoms rather than with the basic ailment. Such 
devices attack the problem at its periphery on an after-the-event basis. 
The most that could be accomplished by such methods of approach 
would be the amelioration of certain inequities while permitting the 
fundamental weakness in planning to persist and to intensify the 


problem. 


IV. THIS PROCUREMENT PROBLEM IS UNIQUE IN OUR HISTORY 


No graver error can be committed than to assume that Govern- 
ment procurement during this national emergency can, or should, be 
patterned after that of World War Il. At the outbreak of World 
War II, this country was emerging from a prolonged period of depres- 
sion during which there had been no substantial pl: - expansion. 

On December 7, 1941, the immediate task was a brick-and-mortar 
one of erecting the production facilities necessary to support total 
mobilization, the accumulation of raw materials, and the production of 
machine tools. The most pressing need at that time was to obtain 
military supplies, as quickly as possible, a necessity which outweighed 
the effect which would befall our competitive system and individual 
business enterprises through the concentration of contracts in the 
hands of a small number of producers. 

In contrast, we now have an economy geared to the highest level 
of peacetime production ever attained. Our ultimate defense produc- 
tion needs are such that a prime consideration must be the preserva- 
tion of all segments of our business economy, including those enter- 
prises which have come into being since the beginning of World War 
If. The problem in this emergency is first one of preserving and 
marshaling what we have, then of de ‘termining accurate Ly what we 
shall need and planning with widsom how we shall secure such needs. 
We must not be wasteful either of our production facilities and mate- 
rials or the time afforded us during this period of accelerating mobili- 
zation. 
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V. THE NEED FOR GOVERNMENT CONTROLS CAN BE REDUCED BY 
FLANNING 


Unless full use is made of every factual weapon available to the 
Government to bring into play total industrial capacity and to expand 
it soundly as needed, we shall perforce continue to live in an economy 
which becomes increasingly subject to price, wage, and manpower 
controls, allocations, priorities, and kindred regulations. Only by the 
maximum utilization of the facilities which the Nation now has and 
the judicious expansion of those facilities, together with the logical 
erection of new facilities, will it be possible to produce the goods and 
materials required by the defense effort and at the same time reduce 
Government controls to a minimum. 

Government controls are necessary during a mobilization build-up 
so that we may avoid critical economic disturbances resulting from an 
increase in Government expenditures for military needs and a corre- 
sponding decrease in the produc tion of voods and services for C1\ ilis wn 
purposes Withou it such controls, this diversion of produe tion capa- 
city creates strong inflationary pressures which both increase the cost 
of the armament effort and deprive many persons of essential civilian 
needs 

These emergency controls, however, should be used only as tempo- 
rary expedients. A substantial part of the economic pressure making 
these controls necessary can be reduced if Government procurement 
is wisely executed so as to diffuse contracts throughout the Nation’s 


economy. The wise use of compiled data as to existing capacity and 
resourees an | lone term defense requirements, so as to accomplish it 
wide distribution of contracts throughout existing capacity and a 


ion of existing capacity, would broaden the produc- 


tio! ns hawav as substantially to lessen the economic pres- 
sures which make Government controls necessary 
Vi S rt ORY LUTHORITY AND EXECUTIVI POLICY DETERMINATIONS 


ONTEMPLATE PROCUREMENT PLANNING 


The Def ense Production \ct of 1950 and the directives of the Presi- 
dent under this act clearly contemplate that our procurement. pro- 
eram go forward on the basis of central over-all planning. Through- 
out the act there is evidenced the desire on the part of Congress that 
all segments of the business community shall participate in’ the 
promotion of the national defense in the prese nt emergency 

The President, in transmitting our report of December 7, 1950, to 
the departments and agencies to which functions have been delegated 
under the Defense Production Act of 1950, emphasized in his memoran- 
dum of December 20, 1950, the importance of preserving our com- 
petitive enterprise svstem while attaining our defense objectives. The 
President stated that 


While our paramount goal must be to strengthen the national defense both 
rapidly and effective ve have also a responsibility to proteet and preserve com- 
re titive nite rprise in the strueture of our economy. It is most important, as I 
indicated in my memorandum of September 28, that we should avoid, insofar as 
possible, measures which may impair the vigor of free competitive enterprise by 
‘ up p ressing competition, creating or strengthening monopolies, injuring small 
1, +} 


ess, or otherwise promoting undue concentration. 
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In referring to procurement policies, Secretary of Defense Marshall 
stated in his memorandum of December 18, 1950, to the military 
departments that 
It is essential * * * that contracts be spread across industry as widely as 
possible in order to broaden the industrial base of our procurement program. 

The Defense Production Act of 1950 and the statements of President 
Truman and Secretary Marshall bulwark the congressional intent 
expressed in the enactment of the National Security Act of 1947, 
which specific provision was made that activities with regard to pro- 
curement and the military aspects of industrial mobilization should be 
coordinated to the greatest extent possible. 

Thus, expressions of congressional and Executive policy bring the 
problem sharply into focus. The execution of this policy requires 
neither additional legislation nor the issuance of further directives by 
the executive departments. All that is required is to carry out these 
policy determinations by the utilization of the statutory power which 
presently exists but which in substantial respects has not been 
utilized. 

In this connection, it should be noted that the production policy 
of the Director of Defense Mobilization provides that the fulfillment 
of the immediate demands for military end items and the assurance of 
production lines which will sustain a greater output in the event of 
war will require a spread of contracts across industry as widely as 
possible in order to obtain a sufficiently broad base of production. 
The report of the Director of Defense Mobilization to the President, 
entitled “Building America’s Might,’’ points out that over 90 percent 
of all American businesses are small and that the success of our 
mobilization program requires efficient use of the facilities and 
resources of those businesses. 


CONCLUSION 


Our initial report, dated December 7, 1950, submitted pursuant to 
section 708 (e) of the Defense Production Act of 1950, was a general 
one, discussing the many dangers to a competitive enterprise economy 
which are inherent in mobilization for defense. The present report 
is the first which concerns itself with a particular area which presents a 
peril to the mobilization program. Designedly, it is directed to the 
fundamental problem of procurement since we consider that only 
through the solution of that problem will it be possible to insure success 
of the defense effort. Further, we believe that planning of procure- 
ment will substantially eliminate or point to the solution of sub- 
sidiarv problems which have arisen since passage of the act. 

We have reached the period in our defense mobilization in which 
Government procurement will have a profound effect upon our econ- 
omy. This report is intended to point out the dangers that lie ahead 
in the defense procurement program and to svggest that the most 
careful planning is required if the Nation is to succeed in this critical 


task, 
© 





